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AUTOMATED MARKET SYSTEM WITH SELECTABLE 
MATCH-OFF OF ORDER FLOW 

BACKGROUND 

This invention relates to trading systems particularly 
financial trading systems. 

Electronic equity markets, such as The Nasdaq Stock Market® 
collect, aggregate and display pre-trade information to market 
participants. In The Nasdaq Stock Market, for example, this pre- 
trade information takes the form of a quote that represents a 
single or an aggregate of same-priced principal or agency orders. 
A market such as Nasdaq also provides trading platforms through 
which market participants may access liquidity indicated in the 
marketplace . 

SUMMARY 

According to an aspect of the present invention, a method of 
processing an order in a market system includes receiving an 
order from a market participant and for the order, checking if a 
market participant has qualified the order for avoidance of an 
internalization execution process for the order in the market 
system. 

According to an additional aspect of the present invention, 
a market system includes an order execution process that receives 
orders and matches orders against quotes posted in the system on 
a time priority basis. The system also includes an 
internalization execution process that checks if a market 
participant identification associated with a received order 
matches a market participant identification representing a quote 
in the system that is at the best bid or best offer price in the 
system and an order entry process that checks if the market 
participant has qualified the order for avoidance of the 
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internalization execution process for the order in the market 
system. 

According to an additional aspect of the present invention, 
a computer program product for operating a market system 
comprises instructions for causing a computer to receive an order 
from a market participant customer and for the order, check if a 
market participant has qualified the order for avoidance of an 
internalization execution process in the market system. 

One or more of the following advantages may be provided by 
one or more aspects of the present invention. 

The invention features a new type of order qualifier, an 
anti-internalization qualifier for an order. This order 
qualifier permits non directed orders and preferenced orders 
different options for order processing. 

The market system features an internal order execution 
manager. The internal order execution manager tries to match-off 
a quoting market participant's customer orders against orders 
and/or quotes that are in the system if the market participant is 
at the BBO and receives a market or marketable limit order on the 
other side of the market. This encourages market participants to 
give their book of quotes to the market so that their customers 
can get the best price and best size of execution while insuring 
quoting market participants that the market will match-off the 
order flow in their book if the market participant is at the best 
price. The order qualifier permits selective innovation of the 
internal order execution manager. 

BRIEF DESCRIPTION OF THE DRAWINGS 
FIG. 1 is a block diagram of a market system. 
FIG. lA is a diagram showing a format for quotes. 
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FIG. IB, a diagram depicting an entry screen for non- 
directed orders or preferenced orders. 

FIG. 2A is a block diagram showing arrangement of a 
quote/order collector facility. 

FIG. 2B is a logic view of functions in the quote/order 
collector facility. 

FIG. 3A is a flow chart showing a quote/order manager. 

FIG. 3B is a flow chart showing a montage manager. 

FIG. 4 is a flow chart of an execution/routing manager. 

FIG. 5 is a flow chart showing an internal execution 
manager. 

FIG. 6 depicts the arrangement of FIGS. 6A-6D. 

FIGS. 6A-6D are flow charts depicting details of the 
execution/routing process. 

FIGS. 7A-7B are flow charts depicting preferenced order 
processing. 

DESCRIPTION 

Referring to FIG. 1^ an electronic market 10 is shown. The 
electronic market 10 includes client systems 12 that access a 
central quote/order collector facility 20. The client systems 12 
can be broker/dealer systems 12a, electronic communication 
networks (ECN's) 12b, market-marker systems 12c, and other 
exchanges 12d. The connections can use existing Nasdaq protocols 
such as SelectNet®, Small Order Execution System^^^ (SOES^"^) , and 
so forth. The client systems 12 include a processor, memory and 
a storage device, e.g., a client workstation or personal computer 
(all not shown) that can include a client process to enter 
quotes/orders into the electronic market system 10. The 
quote/order collector facility 20 causes the order execution or 
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order delivery systems (e.g., SOES®*^ and SelectNet®) to deliver 
executions or orders to a market that is coupled to a clearing 
system 16 and a reporting system 18. It also causes delivery of 
executions or routing of orders to the ECN's 12c, depending on 
the status of the ECN, and routing of orders to other markets and 
exchanges 12d. The quote/order collector facility 20 includes 
one or preferably a plurality of server computers generally 
denoted as 22 including a processor 22a, main memory 22b and 
storage 22c. The storage system 22c includes quote/order 
collector process 25 that is executed in memory 22b. In general, 
server 22 is a complex computer server, the details of which are 
not important to an understanding of the present invention. 

The quote/order collector facility 25 collects pre-trade 
information in the form of quotes or orders. The distinction 
between a quote and an order depends on several factors. For 
example, each market maker can send a proprietary quote, i.e., a 
quote that represents its own trading interest, or an agency 
quote that represents trading interest of a sponsored entity. If 
one proprietary quote is sent, it could be considered one order. 
If one agency quote is sent it also could be considered one 
order. If an agency quote reflects an aggregation of more than 
one agency order, however, the aggregate agency order could be 
considered a quote. Entering quotes are limited to registered 
market makers 12b and ECNs 12c and possible UTP Exchanges 12d. 
For any given stock, a registered market maker or ECN may 
directly enter a non-marketable order, i.e., quote into the 
system 20 on behalf of its customer account, or it may sponsor 
the direct entry of an order by its customer. All sponsored 
quotes are sent to the quote/order collector facility 20 under 
the name of the sponsoring market maker or ECN- Every registered 
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market maker or ECN can submit an unlimited number of 
non-marketable quotes to the system 20. 

As shown in FIG. lA, each quote 19 submitted to the 
electronic market system 10 can include a displayed quote size 
19a, a reserve size 19b and an indication 19c (ATTR) of whether 
the quote size is attributable or non-attributable. Quote size 
19a, when attributable based on indicator 19c, is directly 
attributable to the market maker or ECN and is displayed in a 
^'current quote'' montage (not shown) . Quote size 19a when 
non-attributable is the size that the market maker or ECN wishes 
to display to the marketplace through an aggregate montage of the 
order display window. This quote size 19a is not attributable to 
the market maker or ECN until it is executed. Reserve size 19b 
is the size that is not displayed to the marketplace but that is 
immediately accessible through the quote/order collector facility 
20. In order to use reserve size 19b, a market maker can be 
required to have a minimum amount displayed in the aggregate 
quote size 19a without attributable indicator 19c. 

A broker/dealer can receive an order from a customer. The 
broker/dealer can send that order to the order collector facility 
20 to be executed with quotes that are posted by electronic 
communication networks, market makers or other markets. 

Referring to FIG. IB, an entry screen 17 for non-directed 
order entry is shown. The screen 17 allows a participant to 
enter non-directed orders and would generally include fields 17a- 
17e for entering information including price, amount, and also 
three type fields. The type fields 17c-17e determine how the 
order interacts in the execution/routing manager 26d against 
Quoting Market Participant's contra-side quotes/orders. The type 
fields choose a priority, e.g., price/time box 17c; or 
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price/size/time box 17d; or price/time that accounts for ECN 
access fees box 17e. 

The screen 17 can also have a field 17f to enter a quoting 
market participant's symbol for the purpose of entering 
preferenced orders. Optionally^ the screen 17 can have fields 
17g^ 17h to indicate a preference order type, e.g., a preferenced 
order that has price restrictions box 17g or a preferenced order 
that does not have price restrictions box 17h. Alternatively, 
the electronic market system 10 can be configured to accept only 
one type of preferenced order and not the other. 

The screen can have a field 17i to specify an anti- 
internalization qualifier property of the order. The anti- 
internalization qualifier property operates with the 
execution/matching algorithm for non-directed orders to influence 
how the orders interact with interest that exists in the system, 

ORDER COLLECTOR FACILITY 

Referring to FIG. 2A, the quote/order collector facility 20 
receives quotes, orders, from market participants. The 
quote/order collector facility 20 allows a quote/order to be 
displayed in the market, and also allows for marketable orders to 
be executed or routed to market participants. 

The order quote collector facility 20 also includes an 
interface 21 that couples the order collector facility 20 to a 
plurality of order delivery systems. The interface 21 would 
provide access to information contained in order flow delivered 
via the delivery systems to a quote/order collection process 25 
described in conjunction with FIG. 2B. In general, the 
electrical and logical functions which comprise the interface 21 
can be similar to the ones currently existing in the 
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SOES^'^/SelectNet® systems. The interface 21 or the process 25 
would extract information from the quotes and make that 
information available to the quote order collector process 25. 

The interface 21 can also be used to route executions of 
liability orders back to market participants whose quotes/orders 
were executed against and can deliver orders, both liability 
orders for execution or non-liability orders for negotiation 
against market participants whose quotes are selected for further 
negotiation via the SelectNet® systems. 

Referring to FIG. 2B, the quote/order collector process 25 
is shown. The quote/order collector process 25 provides 
transmission of multiple orders or quotes at multiple price 
levels by Quoting Market Participants to a quotation manager 26a. 
The quote/order manager 26a provides a unified point of entry of 
quotes and orders from disparate delivery systems into the 
quote/order collector facility 20 to access quotes/orders 
displayed (as either attributable or non-attributable) in both 
the aggregate montage and current quote montage. The quote/order 
manager 26a manages multiple quotes/orders and quotes/orders at 
multiple price levels and uses a montage manager 26b to display 
(either in the aggregate montage or in the current quote montage) 
the orders/quotes consistent with an order's/quote's parameters. 
The order collector process 25 also includes an internal 
execution process manager 26c to match off executions for quoting 
market participants at the best bid/offer. The order collector 
system 20 also includes an order routing/execution manager 2 6d 
providing a single point delivery of executions or routing of 
orders, which substantially eliminates potential for dual 
liability. That is, order collector process 25 can maintain the 
order routing and executions functionality available in the 
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SOES^^ and SelectNet® systems. The order collector process 25 
also can include a quote update manager, a lock/cross quote 
manager, and an odd lot execution manager (all not shown) . 

Referring to FIG. 3A, the order collector process 25 
receives orders/quotes and time stamps 42 each order/quote upon 
receipt. This time stamp determines the order's/quote's ranking 
for automated execution. Quotes/orders are designated as either 
attributable or non-attributable, and could also have a reserve 
size discussed above. The order collector process 25 aggregates 
all of a quoting market participant's attributable and 
non-attributable orders at a particular price level, and 
disseminates order/quotation information into the aggregate 
montage and/or the current quote montage, as will be discussed 
below. 

The order entry process 25 determines 43 whether the 
received quote/order corresponds to reserve interest. If the 
quote does not correspond to a reserve quote then the quote is a 
displayable quote that is attributable or non-attributable. The 
order entry process 25 compares 44 the received quotes/orders to 
existing quotes/orders to determine 46 whether the price of 
quotes/orders fall in existing quote/order price levels. Any 
number of quote/order price levels can be accommodated e.g., in 
this example, five price levels will be displayable in the 
non-attributable i.e., aggregate montage. If the quote price is 
in a displayable price level it is a displayable quote eligible 
for automated execution. The order collector system 20 can be 
provided with more price level depth than the five levels, e.g., 
a depth of 20-25 levels although only a limited number, e.g., 
would be displayed at any one time. 

If the quote is within one of the pre-defined quote levels. 
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the process 25 determines 48 new non-marketable quote/orders 
sizes by adding the quote/order size corresponding to the 
received quote/order to quote sizes at that price level already 
in the system 20. The process 25 will cause the new 
5 non-marketable quote sizes to be displayed 50. If the quote is 
not within one of the pre-defined quote levels^, the process 25 
stores 52 the quote at a new price level determines 54 if it is 
at a better price. If the quote is at a better price^ the 

g«i process 25 changes 56 current levels to cause a new price level 

§ for non-marketable quote sizes to be displayed 50, 

Referring to FIG. 3B, the montage manager 26b of the 
quote/order collector process 25 determines 60 which price levels 

i|j to display and determines 61 if an order is a non-attributable 
order. If the order is non-attributable, the quote/order 

fj; collector process 25 will store and sum 66 the quote with like 
quotes to produce an aggregated quote and display 68 the 

O aggregate size of such orders in the aggregate montage when the 

Hi 

orders fall within one of the three top price levels. For 
attributable orders, the aggregate size of such orders is 

20 displayed in the current quote montage once the order (s) at a 
particular price level becomes the particular quoting market 
participant's best attributable bid or offer in the current quote 
montage. This interest will also be aggregated and included in 
the aggregate montage if it is within the displayed price levels. 

25 Market makers and ECNs can have one MMID and possibly an agency 
MMID against which they can display attributable quotes. If a 
market maker has an agency quote, attributable orders will be 
displayed once the order or orders at a particular price level 
become the market participant's best agency quote . 

30 Quote/order collector system 20 provides several advantages 
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to the market. One advantage is that it ensures compliance with 
the regulatory rules such as the SEC Order Handling Rules, and in 
particular the Limit Order Display Rule and SEC Firm Quote Rule. 
With system 20 it is less likely that a Quoting Market 
Participant, because of system delays and or/fast moving markets, 
will miss a market because the Quoting Market Participant is 
unable to quickly transmit to system 20 a revised quote (which 
may represent a limit order) . 

Nondirected Orders 

Referring to FIG. 4, the market 10 allows market 
participants that enter Non-Directed Orders three options as to 
how the order interacts with the quotes/orders in the .system 20. 
An exemplary format was described above in FIG. IB. These 
choices are that the orders can execute against displayed contra 
side interest in strict price/time; or price/size/time; or 
price/time that accounts for ECN access fees. This can be set by 
selecting one of the options on the order entry screen (FIG. IB) • 
As a default, the system 20 can execute Non-Directed Orders in 
general price/time priority. A non-directed order is an order 
that is not executed or routed for response to a particular 
Quoting Market Participant, e.g., a particular market maker or 
ECN. 

A market participant can immediately access the best prices 
in system 20, as displayed in the aggregate montage, by entering 
72 a non-directed order into the OCF 25. A non-directed order is 
designated as a market order or a marketable limit order and is 
considered a "'Liability Order'' and treated as such by the 
receiving market participant. If a non-directed limit order is 
marketable when entered into the system 20 but subsequently 
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becomes non-marketable because of a change in the inside market, 
the system 20 may hold 74 the order for e.g., 90 seconds and not 
immediately return the order to the participant. If within the 
holding period e.g., 90 seconds, the order once again becomes 
marketable, the system 20 will execute/send the order to the next 
Quoting Market Participant in the non-directed order queue. 
Additionally, the order entry participant can obtain 7 6 the 
status of the order and request a cancel of such order (not 
shown) . In some embodiments, the hold period can be less or can 
be eliminated and also can be selectively applied to market 
participants depending on how they participate in the market. 

Upon entry, the OCF 25 will determine 78 what market 
participant is the next Quoting Market Participant in queue to 
receive an order, based on how the participant desires to have 
the order interact in the system 20. Depending on how that 
receiving Quoting Market Participant participates in system 2 0 
(i.e., automatic execution v. order delivery), the OCF 25 will 
either execute or will deliver the orders for execution by non- 
auto-execution participants. 

Referring now to FIG. 5, the internalize execution manager 
26g is shown. Another benefit of the system 20 is that when 
Quoting Market Participant is at the best bid/best offer, 
internalize execution manager 26c matches-off a participant's 
agency or proprietary orders against that participant's 
quotes/order before the order is sent for time/price priority 
execution in the quote/order collector facility 20. 

For example, if MMA sends system 20 all of its quotes/orders 
and is at the best bid of $20 showing 4,000 shares (attributable 
and non-attributable), and the MMA sends OCF 25 a 1,000 share 
market sell order from one its customers, OCR 25 will examine 67a 
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the identification of the order and if it matches the 
identification of the market participant who is at the best bid 
or offer for that security, the OOP 25 will execute 67b the order 
against the participant's own quote, thus matching off the order 
on behalf of the participant. The OCP 25 can call 67c a ''request 
a cancel'' function where a Quoting Market Participant can request 
cancellation of an order from system 20 before the order is 
actually executed. The request to cancel feature, along with the 
ability to leave orders with system 20, will benefit ECNs by 
allowing them to participate in automatic execution and the 
internalized execution process 67 described above while 
minimizing the potential for double liability or taking on a 
proprietary position. 

Order Execution Manager 

FIGS. 6, and 6A-6D, show processing in the order 
execution/routing manager 26d. The order execution/routing 
manager 26d will execute non-directed orders against Quoting 
Market Participant's quotes/orders based on the chosen priority, 
e.g., contra side interest in strict price/time; or 
price/size/time; or price/time that accounts for ECN access fees 
priority. As noted above, each quote/order when entered into the 
OCF 25 receives a time stamp. The order execution/routing 
manager 26d will deliver all orders at the best bid/best offer in 
chosen priority. 

The order execution/routing manager 26d receives 82 an order 
and examines 84 the value of field 17i (FIG. IB) of the order to 
check if the market participant had specified the 
anti-internalization qualifier property for the order. If the 
anti-internalization qualifier property is set the order 
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execution manager will by-pass calling the internalize execution 
manager 26c and instead will execute the order according to a 
specified priority, if any. If the anti-internalization 
qualifier property is not set the order execution manager will 
call 86 the internalize execution manager 26c. 

The internalize execution manager 26c (FIG. 5) attempts to 
match off of orders/quotes entered by a Quoting Market 
Participant, if the Quoting Market Participant is at the BBO and 
receives a market or marketable limit order on the other side of 
the market. If the internalize execution manager 26c cannot 
match off the order or if the anti-internalization property was 
set for the order, then the order will be matched off based on a 
priority. 

The system 20 has a default, e.g., a strict price/time 
priority. If a market participant does not override the default 
or selects price/time 94, (FIG. 6A) a Non-Directed Order would be 
executed 96 first against all displayed quotes/order of market 
makers, ECNs, and non-attributable agency orders of UTP 
Exchanges, in time priority between such interest. If the order 
is not satisfied 98 at that level of priority the order will 
execute 100 against the reserve size of market makers and ECNs in 
time priority between such interest. If the order still is not 
satisfied 102, (FIG. 6B) the order will execute 104 against 
principal quotes of UTP Exchanges, in time priority between such 
interest . 

Alternatively, a market participant can indicate that the 
orders execute against contra side interest on a price/size/time 
basis. A Non-Directed Order would execute 106 (FIG. 6A) against 
displayed quotes and then reserve size based on the size of the 
displayed quote, and then time if there is a tie in size. 
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Reserve size is executed against based on the size of the related 
displayed quote/order, not the total amount held in reserve. 
Under this option^, orders are processed first against displayed 
quotes/orders of market makers, ECNs, and agency quotes/orders of 
UTP Exchanges in price/size/time priority between such interest. 
If the order is not satisfied 108 (FIG. 6B) at that level of 
priority the order will execute 110 against reserve size of 
market makers and ECNs, in price/size/time priority of such 
interest, with size priority based on the size of the related 
displayed quote/order. If the order is still not satisfied 112 
(FIG. 6C) at that level of priority the order will execute 114 
against principal quotes of UTP Exchanges, in price/size/time 
priority between such interest. 

A third choice enables a market participant to indicate that 
their order should be executed in a manner that accounts for ECNs 
quote-access fees. If a market participant selects this option 
116, (FIG. 6A) Non-Directed Orders execute 118 (FIG. 6A) first 
against displayed quotes/orders of market makers, ECNs that do 
not charge a separate quote-access fee, and non-attributable 
agency orders of UTP Exchanges. The order can also execute 
against the quotes/orders of ECNs that charge a separate 
quote-access fee where the ECN indicates that price improvement 
offered by the quote/order is equal to or exceeds the 
quote-access fee. The execution is in time priority between such 
interest . 

If the order is not satisfied 120 (FIG. 6B) at that level of 
priority the order will execute 122 against displayed 
quotes/orders of ECNs that charge a separate quote-access fee to 
non-subscribers. If the order is not satisfied at that level of 
priority the order will execute against reserve size of market 
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makers and ECNs that do not charge a separate quote-access fee to 
non-subscribers, as well as reserve size of quotes/orders from 
ECNs that charge a separate quote-access fee to non-subscribers 
where the ECN entering such quote/order has indicated that the 
price improvement offered is equal to or exceeds the quote-access 
fee. Execution is in time priority between such interest. If the 
order is not satisfied 124 (FIG. 6C) at that level of priority 
the order will execute 126 against the reserve size of ECNs that 
charge a separate quote-access fee to non-subscriber, in time 
priority between such interest. If the order is not satisfied 
128 at that level of priority the order will execute 130 against 
principal interest of UTP Exchanges, in time priority between 
such interest. 

With all three approaches, the market 10 would make an 
exception for Non-Directed Orders entered by a market participant 
when that market participant is also at the inside market, 
depending on the value of the anti-internalization qualifier 
field 171 (FIG. IB) for the order, as described above. 
Additionally, there can be an exception for "Preferenced Orders" 
as described below, if preferenced orders are supported in the 
system. 

The Non-Directed Order Processing takes into consideration 
that factors other than cost or access fees may be important to 
market participants in making investment decisions. The system 20 
gives market participants the choice to determine how best to 
execute their customer or proprietary orders. The execution 
algorithm/logic for Non-Directed Orders provides a flexible 
approach allowing market participants choices of how best to 
interact with the market. This processing is an attempt to 
address best execution concerns while being flexible to meet 
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participant's needs without imposing a needlessly rigid structure 
similar to a central limit order book ("CLOB") . Additionally, a 
strict price/time priority (without choice) would force the 
public investor to pay ECN quote access fees, thus squashing 
5 competition - 

Referring to FIG. 6D, if the order is not filled 136, the 
order execution/routing manager 26d will move 134 to the next 
price level, after a predefined delay, e.g., 5 seconds or so 
£ interval delay 132 before attempting to execute an order at the 
ffi new price level. In some embodiments, there would not be any 

predefined delay. The price-level interval delay will give 
€^ market participants time to adjust their quotes and trading 
lU interests before the market moves precipitously through multiple 
5 price levels, which may occur when there is news, rumors, or 

significant market events. Thus, the price-level interval delay 
C| is a modest and reasonable attempt to limit volatility. In some 
f«i embodiments this delay can be eliminated. 

s 

Preferenced Orders 

Referring to FIG. 7A, processing 180 for a class of orders 

20 referred to as "Preferenced Orders" is shown. A preferenced 
order is an order that is preference to a particular quoting 
market participant e.g., market maker or ECN. Preferenced Orders 
can be of two types. Preferenced Orders of either type are 
entered into the system 20 through the Non-Directed Order 

25 Process. The market participant entering the Preferenced Order 
designates the quoting market participant by its identification 
symbol ("MMID") . Preferenced Orders are processed in the same 
"queue" as Non-Directed Orders. 

The Preference Order is considered a liability order. As 
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with Non-Directed Orders, a Preferenced Order will be delivered 
as an order to a market participant that does not participate in 
the automatic execution functionality of the system 20, or will 
be delivered as an execution against the preferenced market 
maker, as well as market participants that choose to accept 
auto-execution . 

The process 180 retrieves 182 preferenced orders from the 
Non-Directed Order queue and determines 184 when a Preferenced 
Order is next in line to be executed from the Non-Directed Order 
queue. The process 180 will execute 186 against (or will deliver 
an order in an amount up to or equal to) both the displayed 
quote/order and reserve size of the quoting market participant to 
which the order is being preferenced ("preferenced quoting market 
participant") . Any unexecuted portion may be returned 188 to the 
entering market participant. 

Referring to FIG. 7B, processing 190 of preferenced orders 
is shown. One type of Preferenced orders is a Preferenced Order 
with ^'No Price Restrictions'' and another type is a Preferenced 
Order with ''Price Restrictions.'' In some embodiments the system 
20 could include both types while in other embodiments, the 
system 20 would include one but not the other type. If the 
embodiment included only one type then the processing described 
here would be somewhat different. For an embodiment having both 
types, the processing 190 determines 192 if there are price 
restrictions . 

For Preferenced Orders with No Price Restrictions 194 the 
next in-line Preferenced Order will be executed (or delivered for 
execution) at the preferenced quoting market participant's price, 
regardless of whether the quoting market participant is at the 
best bid/best offer ("BBO") . The execution will occur at the 



-17- 



Patent 

Attorney Docket No, 09857/086001 

preferenced quoting market participant's quoted price. Thus, 
under this approach, Preferenced Orders may be executed at the 
BBO or outside the BBO. 

The purpose of this type of Preferenced Order is to maintain 
functionality similar to that which currently exists in Nasdaq. 
That is, today market participants often use the SelectNet 
service to send orders to market makers or ECNs who are quoting 
at the BBO or away from the BBO. Market participants sometimes 
attempt to "sweep the street" or access liquidity at or near the 
inside market. A market maker that is "working" an institutional 
order may also send a SelectNet message to a market maker or ECNs 
who is quoting away from the inside. This may occur if the 
market maker believes the market participant has greater size to 
offer, and thus will result in a more efficient execution for the 
institutional customer. This functionality does not obviate best 
execution obligations. 

With Preferenced Orders with Price Restrictions 196 there 
will be price restrictions that accompany the Preferenced Orders. 
That is, when a Preferenced Order is next in line to be executed 
from the Non-Directed Order queue, the Preferenced Order will be 
executed (or delivered for execution) against the preferenced 
quoting market participant to which the order is being directed 
only if the quoting market participant is at the BBO (up to the 
displayed and reserve size) . If the quoting market participant 
to which the order is being directed is not at the BBO when the 
Preferenced Order is next in line to be delivered or executed, 
the Preferenced Order will be returned to the entering 
participant. Thus, under this approach, Preferenced Orders only 
will be executed at the BBO, and only if the preferenced quoting 
market participant is quoting at the BBO at the time of order 
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delivery (or execution) . 

Directed Orders 

The market can include another type of order, a ''directed 
order.'' The current quote montage allows Quoting Market 
Participants to advertise their buying or selling interest. 
Directed Order processing in could occur in a separate system and 
allow ECNS and market makers to elect to receive liability orders 
against their quotes. A market maker or ECN could choose to 
receive a Directed Order that is also a liability order, or could 
also choose to accept only non-liability Directed Orders. The 
market maker or ECN designates that it desires to receive 
directed order as liability or non-liability, i.e., negotiation 
orders. Each market participant can inform the market on how it 
desires to receive directed orders. In some embodiments this can 
be across all stocks traded by the market participant whereas in 
other embodiments it could be on a stock by stock basis. 

Other Embodiments 
Other embodiments are within the scope of the following 
claims . 
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